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COMMISSIONERS q ZUDl MAY 29 P 2: 33 
MIKE GLEASON, Chairman c o ~ p  ~~~~~~~s~~~~~~ 
WILLIAM A. MUNDELL D 0 C fi E T C 0 14 T 8 0 L JEFF HATCH-MILLER 
KRISTIN K. MAYES 
GARY PIERCE 

IN THE MATTER OF THE APPLICATION 
OF ARIZONA PUBLIC SERVICE 
COMPANY FOR AN ORDER OR 
ORDERS AUTHORIZING IT TO ISSUE, 
INCUR, AND AMEND EVIDENCES OF 

EXECUTE NEW SECURITY 
INSTRUMENTS, TO SECURE ANY 
SUCH INDEBTEDNESS7 TO REPAY 
AMOUNTS PAID UNDER ANY 
PINNACLE WEST CAPITAL 
CORPORATION GUARANTEE OF 
ARIZONA PUBLIC SERVICE COMPANY 
INDEBTEDNESS AND FOR 
DECLARATORYORDER 

IN THE MATTER OF THE APPLICATION 
OF PINNACLE WEST CAPITAL 
CORPORATION FOR AN ORDER OR 
ORDERS AUTHORIZING IT TO 
GUARANTEE THE INDEBTEDNESS OF 
ARIZONA PUBLIC SERVICE COMPANY 

LONG-TERM INDEBTEDNESS AND 
SHORT-TERM INDEBTEDNESS7 TO 

DOCKET NO. E-01345A-06-0779 

MAY 2 9  2007 

COMMENTS OF ARIZONA PUBLIC SERVICE COMPANY 

ON STAFF REPORT 

I. INTRODUCTION 

Arizona Public Service Company (“Aps“ or the “Company”) hereby submits the 

following comments on the Staff Report (the “Staff Report”) filed in the above docket on 

May 18,2007. The Staff Report recognizes the continued benefits to APS and its 

customers of the financial flexibility that previous Arizona Corporation Commission 
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(“Commission”) financing o r d e r m s i n c e  1984. The Company supports the 

Staff Report’s fundamental recommendations but must suggest specific modifications and 

clarifications, as discussed in greater detail below. In doing so, the Company seeks to 

insure that the flexibility and other benefits provided by a new financing order are not lost 

because APS or APS’ future lenders and investors are unable to definitively confirm that 

the Commission has clearly authorized a particular debt issuance or how any limitation on 

that authority is to be interpreted. 

Pinnacle West Capital Corporation (“Pinnacle West”) joins in this filing for the 

purpose of the subject matter of Paragraph 14 below. Paragraph 14 addresses Pinnacle 

West’s request to guarantee the debt of APS, which likely constitutes a “reorganization” 

of Pinnacle West under A.A.C. R14-2-803. 

Capitalized terms used in this filing that are not otherwise specifically 

defined in these comments have the meanings ascribed to those terms in the APSPinnacle 

West Verified Application in this Docket, dated December 15,2006 (the “Application”). 

11. CONDITIONS TO ISSUANCES OF DEBT 

The Staff Report recommends Commission approval of the Company’s requested 1. 

increase in its Continuing Long-Term Debt limit to $4.2 billion if, “subsequent to any debt 

issuance, APS can satisfy the following conditions: (1) common equity must represent at 

least 40 percent of total [capital] (common equity, preferred stock, long-term debt and 

short-term debt) and (2) the debt service coverage ratio (“DSC”) is equal to or greater than 

1.0.’’ (Staff Report at 5.) 
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2. As explained in greater detailbelow, the Company agrees with the Staffs 

recommendation regarding a common equity and debt service coverage test, subject to 

specific clarifications and modifications. As a preliminary matter, however, the Company 

requests that instead of the tests applying to “any debt issuance,” the tests should apply 

only when the Company is issuing long-term debt in recognition of the fact that the 

Company normally issues short-term debt in the form of commercial paper on a daily 

basis. Computing these tests on a daily basis would be impractical and unnecessarily 

burdensome. The Company agrees that a short-term debt component would be included 

in the coverage calculations at the time the Company issues long-term debt. 

Calculation of Common Equity Test 

3. Commission Decision No. 65796 (April 4,2003), which prohibits APS from 

paying dividends unless it maintains a minimum common equity ratio of 40%, calculates 

the common equity percentage as follows: “APS’ common equity [shall] be divided by 

the sum of such common equity and APS long-term debt (including current maturities of 

such debt).’’ (Commission Decision No. 65796 at 25.) Although there is little difference 

between the two calculations under normal circumstances, for the sake of consistency of 

application, the calculation methodology in Commission Decision No. 65796 should be 

adopted for purposes of this limitation. A P S  also proposes that the calculation be made as 

of the end of APS’ most recent fiscal quarter, adjusted to give effect to the issuance of any 

new indebtedness. Calculations of APS’ common equity percentages under each 

approach at March 3 1 , 2007, APS’ most recent fiscal quarter, are attached to this filing as 

Exhibit A. 
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Debt Service Coverage Ratio 

4. 

plus depreciation and amortization and income tax divided by interest and [principal] on 

The Staff Report recommends that the DSC be “calculated as operating income 

short-term and long-term debt less short-term debt and interest related to purchased power 

and natural gas and using the most recent audited financial statements adjusted to reflect 

changes to outstanding debt.” (Staff Report at 5 ,  n. 1 .) 

5. 

on the borrowings to prevent APS from taking on an excessive amount of debt” (Staff 

Report at 4). APS believes that the common equity ratio referenced in Paragraph 2, 

combined with a debt service coverage test, could effectively address this request. As 

proposed by the Staff, however, the DSC would require numerous modifications and 

clarifications so that the DSC calculation methodology is clear under the various 

circumstances when the DSC would need to be calculated. Absent these modifications 

and clarifications, neither APS nor APS’ future lenders and investors will have the 

required certainty that the Commission has clearly authorized APS’ incurrence of a 

specific debt obligation. As a result, APS proposes a “Modified DSC,” as discussed 

APS acknowledges the Staffs request “for financial parameters to place conditions 

below. 

(a) The inclusion of long-term and short-term principal debt repayments in the 

“denominator” of the DSC calculation would result in (i) a debt service coverage 

calculation inconsistent with APS’ historical financing program and the coverage tests 

applied to APS by its lenders and the rating agencies and (ii) numerous interpretive issues, 

which are addressed below in clause (c) of this Paragraph 5. 

- 4 -  
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(by Historically, APS’ debt has not been amortized and repaid over the life of 

the debt, as is the case with the debt of many other public service corporations regulated 

by the Commission. With amortizing debt, much like a typical home mortgage loan, a 

portion of each payment is used to pay down principal. On the other hand, APS and other 

large investor-owned utilities generally repay in full their outstanding debt obligations at 

maturity, usually with the proceeds of another debt issuance. During 2005, for example, 

APS repaid approximately $568 million of maturing long-term debt and issued 

approximately $412 million of new long-term debt. When APS repays its long-term debt, 

the DSC will be artificially reduced and will not provide an accurate measure of APS’ 

financial health given that APS generally issues new debt to replace the “bullet maturity” 

debt. Similarly, maturing short-term debt is typically rolled over with new issuances of 

short-term debt. APS proposes a modified DSC (the “Modified DSC”) that would exclude 

principal debt repayments. The coverage test that would be reflected in the Modified DSC 

is widely accepted in the financial community and is the only type of coverage test found 

in APS’ credit agreements. In addition, the rating agencies evaluate APS using this type 

of coverage test. Calculations of the DSC (using the Company’s best interpretation of thai 

test) and the proposed Modified DSC at December 3 1,2006 are attached to this filing as 

Exhibit B. 

(c) If the Commission determines that the DSC, rather than the Modified DSC, 

is an appropriate financial test, APS requests that the Commission address the issues 

Under the DSC, the Staff also recommended the exclusion of “short-term debt and interest related to purchased 
power and natural gas” fiom the denominator of the DSC calculation. Under the Modified DSC, APS proposes that 
this exclusion would no longer be necessary. 

- 5 -  
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but perhaps not the only, issues that must be addressed to resolve existing ambiguities. 

111. OTHER STAFF REPORT RECOMMENDATIONS 

Short-Term Debt Limit 

6. The Staff Report recommends that the Commission authorize APS to incur short- 

term debt of up to 7% of APS’ capitalization plus up to $500 million of additional short- 

term borrowings for purchases of natural gas and power. (Staff Report at 5.) APS agrees 

with this recommendation but requests two modifications: 

(a) First, the Staff Report recommends that, as a condition of APS incurring the 

additional $500 million of short-term debt, “APS has a Commission authorized adjustor 

mechanism for recovery of these costs” (Staff Report at 6). For purposes of clarity, APS 

suggests that the phrase “for recovery of these costs” be changed to “for recovery of 

natural gas or power purchases.” 

(b) Second, if the “Commission authorized mechanism” is terminated, APS 

requests that the Commission’s authorization for the related short-term debt would 

terminate 12 months thereafter. This would provide APS with sufficient time to prudently 

address its short-term debt balances. 

Declaratory Order Regarding Traditional Indebtedness for Borrowed Money 

7. The Staff Report recommends that the Commission deny APS’ request for a 

declaratory order confirming that only traditional indebtedness for borrowed money 

requires prior Commission authorization. (Staff Report at 5.)  If the Commission accepts 

the Staffs recommendation in this regard, APS suggests that the Commission adopt the 

- 6 -  
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following additional provisions to avoid unintended and patently unfair consequences 

should APS exceed its authorized debt limits solely as a result of future changes in United 

States generally accepted accounting principles (“GAAP”) or future changes in the 

interpretation of GAAP (collectively, “GAAP Changes”): 

(a) Any contract or other legally-binding arrangement to which APS was a 

party as of the date of the Commission’s order in this matter (the “Existing Obligations”), 

will not be considered indebtedness for purposes of the order (including the order’s debt 

limitations, common equity test, and debt service coverage test) if the Existing Obligation 

was not considered indebtedness under GAAP as of such date. 

(b) If a GAAP Change subsequently occurs that results in an Existing 

Obligation being reclassified as indebtedness, APS will notify the Commission of such 

GAAP Change within 30 days after APS files its Quarterly Report on Form 10-Q or its 

Annual Report on Form 10-K with the Securities and Exchange Commission following 

the end of the fiscal quarter in which such GAAP Change occurs (the “Notification 

Period”). 

(c) If, after the Commission’s issuance of an order in this matter, APS enters 

into a contract or binding arrangement that is not considered indebtedness under GAAP 

but subsequently is considered indebtedness because of a GAAP Change, APS’ 

obligations under such contract or arrangement will not be considered indebtedness for 

purposes of the order (including the order’s debt limitations, common equity test, and debt 

service coverage test) until further Commission action if, within the Notification Period, 

- 7 -  
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Replacement of Existing Authorizations 

8. 

long-term debt obligations provided in this proceeding should replace all existing 

authorizations, and all existing authorizations should terminate upon the effective date of 

the authorizations provided in this proceeding.” (Staff Report at 6.) 

9. APS agrees with Staffs recommendations in this regard, which APS believes were 

focused on Decision Nos. 55017 (May 6, 1986) and 54230 (November 8, 1984) (identified 

in the Application as the 1986 Order and the 1984 Order, respectively), with the following 

exceptions. Commission Decision Nos. 55 120 (July 24, 1986) and 55320 (December 5, 

1986) (the “Sale-Leaseback Authorizations”) are separate and independent financing 

authorizations that must remain in hull force and effect. Each of these Decisions, copies 

of which are attached as E h b i t s  D and E, respectively, relates to the Company’s sale and 

leaseback of a portion of Unit 2 of the Palo Verde Nuclear Generating Station. The Sale- 

Leaseback Authorizations, pursuant to which APS entered into three separate sale- 

leaseback transactions in 1986, are also financing authorizations in that they permit APS 

to: 

The Staff Report recommends that “[the] authorizations to incur short-term and 

“issue, assume, guarantee, and incur evidences of indebtedness in order to 
consummate, and to perform its obligations and exercise its options under, 
the Lease Transactions (including the issuance or incurrence of evidences of 
indebtedness in connection with the financing of Capital Improvements as 
required or permitted by the terms of the Leases, the costs of which will be 
reflected in an adjustment to lease rentals) including, but not limited to, (i) 
the issuance or incurrence of evidences of indebtedness by the Funding 
Corporation, secured by the direct obligation of the Company; (ii) the 

- 8 -  
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issuance or incurrence of evidences of indebtedness in connection with any 
letter of credit or financial guaranty securing the Equity Investors for the 
payment of amounts payable by the Company under the Lease and related 
documents; (iii) the issuance or incurrence of evidences of indebtedness 
necessary for any refunding of indebtedness; (iv) the assumption of 
indebtedness by the Company upon the occurrence of certain events as 
required by the Leases; (v) the adjustment of rents from time to time as 
required by the Leases; and (vi) the extension of supplements to the Lease 
as required or permitted by the Leases.’’ (Decision No. 55 120 at 9-10.) 

10. It is important to APS and the numerous other parties to the sale-leaseback 

transactions that the Sale-Leaseback Authorizations remain in full force and effect. The 

parties entered into those transactions in reliance upon the Sale-Leaseback Authorizations. 

Termination of Authorizations Under New Order 

1 1. The Staff Report recommends that “[the] short-term and long-term debt levels 

authorized in this proceeding terminate on December 3 1,20 12.” (Staff Report at 6.) In 

order to alleviate potential concerns about the validity of APS ’ indebtedness after 

December 3 1,2012, APS suggests that the Commission order in this proceeding confirm 

that all short-term and long-term debt legally outstanding at December 3 1’20 12 remain 

authorized and valid obligations of APS. 

12. APS also requests that the December 3 1’20 12 termination date be extended until 

the Commission issues a new financing order replacing the then-existing order, provided 

that (a) APS files an application for a new financing order on or before December 3 1, 

201 1 and (b) the Commission has not issued an order pursuant to such application on or 

before December 3 1,2012, This will ensure that APS’ ability to access the capital 

markets is not abruptly terminated, which would prohibit APS from funding its ongoing 

operations and meeting its obligations as a public service corporation. 

- 9 -  
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Miscellaneous Comments 

13. The Staff Report states that “[tlo the extent that the purposes set forth in the 

application may be considered reasonably chargeable to operating expenses or to income, 

APS requests that the order or orders from the Commission in this matter authorize such 

charge or charges and that they be deemed working capital requirements.” (Staff Report 

at 3.) The Application did not request the Commission to find that purposes reasonably 

chargeable to operating expenses or to income “be deemed working capital requirements.’ 

In order to comply with A.R.S. Section 40-302(A), the Application stated that “[tlo the 

extent that the purposes set forth herein may be considered reasonably chargeable to 

operating expenses or to income, the Company requests that the order or orders of the 

Commission in this matter authorize such charge or charges.” (Application at 9.) The 

Company respectfully requests that the Commission’s order in this matter not include 

language regarding “deemed working capital requirements” because not all the uses to 

which cash proceeds from the requested financing order would potentially be used can be 

classified as “working capital.” 

14. 

and 55017) of A.A.C. R14-2-803” (Staff Report at 2) in connection with its 

recommendation that the Commission “[authorize] Pinnacle West to guarantee APS’ debt 

from time to time in indeterminate amounts” (Staff Report at 7). No such waiver was 

granted to Pinnacle West in either of the cited Decisions, but Pinnacle West supports the 

Staffs recommendation. 

The Staff Report references a “waiver now in existence (per Decision Nos. 65796 

- 10-  
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1 5. 

long-term debt agreement, APS file with Docket Control a description of the transaction 

and a demonstration that the rates and terms are consistent with those generally available 

to comparable entities at the time.” (Staff Report at 7.) Recognizing that the Staff Report 

also recommends that the Commission deny APS’ request for a declaratory order 

The &iff Report recommends that, “on each occasion when APS enters into a new 

confirming that only traditional indebtedness for borrowed money requires Commission 

approval (Staff Report at 5) ,  APS assumes that the Staffs filing recommendation would 

cover any transaction classified as long-term debt from a GAAP perspective, regardless oi 

its nature or size. If so, APS believes that such a requirement will result in filings for 

transactions in which the Commission presumably will have little or no interest and which 

will require APS time and expense to prepare. For example, every capital lease with a 

term of 12 months or longer that APS enters into would be subject to the filing 

requirement, including capital leases for vehicles, equipment, and copy machines. APS 

requests that such filing requirement be limited to long-term debt agreements involving 

traditional indebtedness for borrowed money. In addition, APS requests that such filing 

requirement exclude any long-term debt agreement that has a principal value of less than 

$5 million. As is the case with non-traditional indebtedness, APS believes that including 

immaterial debt agreements among the required filings will result in filings for 

transactions in which the Commission presumably will have little or no interest on an 

individual basis and which will require APS time and expense to prepare. 

16. 

made by APS in this application except as otherwise specified [in the Staff Report].” 

The Staff Report “further recommends authorization of the other financing requests 

- 11 - 
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(Staff Report, Executive Summary.) Consistent with the Staffs position in this regard, as 

well as the Company's suggested modifications and clarifications above, the Company 

has attached as Exhibit F to this filing proposed language for a Commission Order in this 

matter, including alternative language in those cases in which the Company has suggested 

different approaches to the resolution of a specific issue. 

RESPECTFULLY SUBMITTED this 29fh day of May, 2007. 

By: 

ATTORNEY FOR ARIZONA PUBLIC 
SERVICE COMPANY 

By: 

ATTORNEY FOR PINNACLE WEST 
CAPITAL CORPORATION 

- 1 2 -  
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COPIES hand-delivered this 29* day of 
May 2007, to: 

Mr. Ernest G. Johnson 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washin on Street 

Ms. Lyn Farmer 
Chief Administrative Law Judge, Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Phoenix, Arizona P 5007 
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Exhibit A 

Exhibit B 

Exhibit C 

Exhibit D 

Exhibit E 

Exhibit F 

Calculations of Arizona Public Service Compan ’s Common 

Approaches. 

Calculation of Arizona Public Service Company’s DSC and 
proposed Modified DSC at December 3 1,2006. 

Issues Regarding the DSC Requiring Commission Resolution. 

Arizona Co oration Commission Order in Decision No. 55120, 
dated July 2 ‘B , 1986. 

Arizona Corporation Commission Order in Decision No. 55320, 
dated December 5, 1986. 

Certain Language for Proposed Order. 

Equity Percentages at March 3 1, 2007, Using A Y ternative 
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Exhibit C 

Issues Regarding the DSC Requiring Commission Resolution 

Questions regarding principal on long-term and short-term debt: 

1. Are maturities of long-term debt that existed during the prior calendar year 

to be included, even if the principal on such debt has already been repaid? 

2. Does A P S  assume that the short-term debt balance that exists at the prior 

year-end is to be repaid, even if those balances may be rolled over? 

3. Does A P S  include maturities of long-term debt that are expected to be paid 

during the upcoming calendar year? 

4. 

existing long-term debt series, does A P S  net the new long-term debt against the 

rnaturedh-epurchased long-term debt during the upcoming calendar year? 

5.  

maturedrepurchased long-term debt but the use of proceeds in the financing 

prospectus identifies the purpose as repaying the maturing long-term debt, does 

APS net the new long-term debt against the maturing long-term debt? 

6. 

term debt, does A P S  assume maturing Short-term debt and new long-term debt can 

be netted against each other? 

Since new long-term debt is usually issued prior to the maturity date of an 

If the new long-term debt issuance occurs before the calendar year of the 

Since short-term debt is often incurred prior to the issuance of new long- 
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7. 

to reflect changes to outstanding debt”. 

The footnote definition of DSC states that the DSC calculation is “adjusted 

Does this include long-term and short-term debt? 

Does it include both increases and decreases to debt balances? 

Is it meant to cover both principal and interest? 

If long-term debt does not mature for several years and no principal 

payments are required until maturity, does that principal payment 

need to be added? 

If interest is to be added, should it be annualized? 

What rate of interest should be used for short-term debt that has been 

issued at various points in time? 

8. APS must satisfy the DSC “subsequent to any debt issuance.” 

(a) Does APS do a pro-forma calculation that would add the principal 

and annualized interest on the impending debt issuance? 

Please respond to questions 7(a), 7(c), 7(d) and 7(e) in regard to the (b) 

pro-forma calculation of principal and interest. 

Questions regarding the phrase “less short-term debt related to purchased power 
and natural gas” in the definition of DSC: 

9. How should APS calculate the interest offset for short-term debt related to 

purchased power and natural gas costs? 
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RENZ D. JENNINGS 
Chairman 

Corn i s  s i  oner 

Commit rioncr 

XARCIA WEEKS 

SBARON B. WECDAL 

IN THE HATTER OF TEE APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPANY FOR AN 
ORDER OR ORDERS (1) AUT?IORIZf#C IT TO 
ENTER INTO VARIOUS TRANSACTIONS ARD 
AGREMENTS RELATING TO TBE SALE AND 
OPERATING LEASE OF ALL OR A PORTION OF 
TflE COMPANY'S UNDIVIDED OWNERSHIP 
INTEREST I N  UNIT 2 OF THE PAL0 VEBDE 
NUCLEAR GENERATING STATION AND CERTAIN 
COMMON FACILITIES; (2)  AUTBORIZINC IT 
TO ISSUE OR INCUR EVIDENCES OF 
INDEBTEDBESS I N  CONNECTION TEEREWITH; 
(3) CONFIRMSNC THAT THE OWNER TRUSTEE 
AND THE EQUITY INVESTORS WILL BOT BE 
"PUBLIC SERVICE CORPORAT I ON S " ; 
(4) CONFIRMING THAT THE LEASES UILL BE 

DOCKET ROW 0-1345-66-105 

DECISION NO. -5q320 

ORDER - 
"OPERATING LEASES'' FOR ACCOUNTING 
PURPOSES; AND (SI DESCRIBING THE RATE- 
W I N G  TRWLTHENT OF TEE PROPOSED 
TRANSACT IONS. 

1 
1 

Wnr carporation 
DOCKETED 

Open Meeting 
December 3 ,  1986 
Phoenix, Arizona 

BY TEE COMHISSION: 

On November 1 7 ,  1986, Arizona Public Serpice Company (the "Company") f i l ed  

1 Motion v i t b  the Conrmirrion requesting the Commirrion t o  irrue an order 

coafirmhg th8t <%) the Commirrion'r order in Decision Bo. 55120, dated 

July 24,  1986, (the "Order") a o t h o r h r  the Company t o  enter into  Additional 

[Care ~rurractionr (88 hereinafter defined) and (ii) ell other arptctr of the 

Order, inc luding,  without l i m i t a t i o n ,  t h e  l i m i t a t i o n  and condi t ions ,  

~~tborimatiOn8, mtrtatory bindbmgs, end conclurionr of lmw stt forth therein, 

me applicable t o  Additional b a r e  ?kanractionr. ' 

. . .  
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* * * * i * .! 

Commission f inds ,  concludes, and order8 tha t :  

?IlODIRCS OF ?ACT 

1. The Company i r  an Arizona corporation engaged in providing e l e c t r i c  

r e rv i ce  t o  t h e  publ ic  wi th in  port ion8 of Aritonr purrurnt  t o  au thor i ty  granted 

by t h i s  Commirrion. 

2. On Apr i l  22, 1986,  t h e  Comprny f i l e d  an Appficr t ion r i t h  t h e  

~ ~ i 8 s i c m  r tqUe8 t ing~  anong other  th ingr ,  8UthOritatiOn t o  e n t e r  i n t o  one or 

more r a l t  8nd k a r c b a c k  t r u ~ r a c t i o n r  r e l a t i n g  t o  a l l  or a por t ion  of t h e  

Company'r 29.lX undivided ownerrhip i n t e r c r t  in t h e  Unit 2 I a c i l i t i e s  (8s 

here inaf te r  defined).  

3 .  On Ju ly  24, 1986, t he  Commirrion i r rucd  the Order 8uthor i t ing  tbc 

?orppany, among o t h e r  t b i n g r ,  t o  "under take  8nd conrummrte t h e  Lease  

k a n s r c t i o n s  and t o  take 811 ruch ac t ion r  a8 map be necesrrry o r  appropriate  in 

:onnettion t h e r d t h ,  rub jec t  t o  t h e  l imi t a t ions  and condi t ions contained i n  

:hi@ Decision". Tbe Order def ines  "hare  i r a n r r c t i o n r "  as "one o r  more .ale 

ind leaseback t r ansac t ions  r e l a t i n g  t o  (i)  a11 or a por t ion  of t he  Cmpany'r 

!9.1% undivided ownership i n t e r e s t  i n  Unit 2, including, v i thout  l i m i t a t i o n ,  

111 or  8 po t t ion  of the  CorPp8ny'r generat ion en t i t l ement  rha re  in Unit 2 8nd 

:ii) certain t ea l  p t spe r ty  iatcrertr in t h e  Palo Verdc p l a n t  r i t e  and r e l a t e d  

*ea1 proper ty  (ruch h t e r c r t  in Unit Z and tbt real property ioterertr being 

i e r d n u f t e r  co l l ec t ive ly  r e fe r r ed  t o  8 8  t h e  'bit 2 ?acil i t ie8')".  

4. P o r r u a n t  t o  t h e  a u t h o r i t a t i o n  c o n t a i n e d  i n  t h e  Order ,  on 

b g u s t  88, 1986, t h e  Cormpan? rob3 and Xerirb back eppmriutt ly  30.7X of i t s  

29.lX undivided ovnerrhip i n t e r e r t  in t h e  Unit 2 h c i l i t i t r  (the uSnitial b a s e  

rranractions"). The t o t a l  conr ide r r t i on  t o  the h p a n y  from t h e  I n i t i a l  b a r e  

r r rnrac t ionr  vrr $341,240,000. 

- 2 -  Decirion 100.553a 0 
. .  .. .* .. .. . .  . .  - . . _ .  .. . -_  ... - ..-... - 
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r e l a t i n g  t o  i t s  remaining undivided ovntrship h t e r t r t  in t h e  Unit 2 F a c i l i t i e s  

(“Additional &are Transactionsu),  including Additional k a s e  T r s n s a c t i o n ~  tha t  

t h e  Company proposes t o  conrumate on o r  about December 15, 1986. Unlike t h e  

I n i t i a l  Lease Transactions,  the  proposed Decmbet 1986, Least ~ r a n s a c t i o n s ~  may 

not  include a l e t te r  Of credit i r rued  in favor  of t h e  q u i t y  i nvc r to r s  and may 

inc lude  a por t ion  of the  Company’r i n t e r e s t  in  c e r t a i n  copIIDon f a c i l i t i e s  

arsoc i8 ted  v i t h  t b t  operat ion of Unit 2. Another f e a t u r e  of tbe I n i t i a l  Iccroe 

Tranractionr, a rttpped-up investment t ax ,  w i l l  not  be m a i l a b l e  i n  Addit ional  

L e a ~ e  Transactions. 

6.  By i t r  Motion, t h e  Company reques ts  t h e  Commission t o  i r r u e  an orde r  

confinning t h a t  (i) t h e  Order au thor izes  t h e  Company t o  epter i n t o  Addi t iona l  

Lease Transactions and (ii) a l l  o ther  a rpec t s  of t h e  Order, including,  without 

l i m i t a t i o n ,  t b e  l i m i t a t i o n s  and conditions,  au thor iza t ions ,  r t a t u t o r y  f ind ings ,  

and c o n c l u s i o n s  of law t h e r e i n ,  a r e  a p p l i c a b l e  t o  A d d i t i o n a l  Lease  

Tr  an 6a c t ion s . 
7. The Company is request ing t h e  Commirrion t o  confirm tha t  t h e  Order 

a u t h o r i z t s  Additional kame Tranractions in order  t o  p r w i d t  potential l ende r s  

and inves to re  v i t h  t h e  r q u i r e d  e x p l i c i t  assurance t h a t  Commission approval  for  

t h e  t r a n s r c t i o n a  has been o b t a i o e d .  B t c a u r e  t h e  t t r t i m o n y  in t h e  

Ju ly  10, 1986, CoPnnisrion bearing i elating t o  the &are t r a n r a c t i o n s  d i rcur rcd  

t h e  I n i t i a l  Leare Transactions t h a t  vere t o  take place t h e  fol lowing a b n t h  in 

more d e t a i l  than  t h e  p o s s i b i l i t y  of Addit ional  lease Tranr rc t ion r ,  i t  i r  

conceivable that tbc Order may be hpzwpatly conrtraed t o  au tho r i ze  only  the 

I n i t i a l  Leere Transactions.  

8 .  The Addit ional  h a r e  Transact ionr  vere 8pprovcd in t h e  Order t o  thc 

$me ex ten t  t he  I n i t i a l  Lease Tranract ionr  vere .  They are a l s o  clubject t o  the 

same l i m i t a t i o n s  and condi t ions.  Pursuant t o  the  rtquirmtntr of thc 

- 3 -  Deci r ion  l o .  5q32 0 



, +  . 
1 

1 2  

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 
13 

14 

15 

16 
4 

17 

18 

19 

20 

21 

e2 

23 

24 

25 

26 

27 

20 

I . . . . .  

Exhibit E 
Page 4 of 5 

Order, t he  Company w i l l  f i l e  v i t h  the  CoPrmirrion (i) a l l  documentr - -  executed ~ 

pursuant t o  the  au tho r i t a t ion r  granted by t h e  Order, including rucb document6 

executed in connection v i t h  any Additional k a r t  Tranract ionr ,  (ii) a plan  of 

d i spos i t ion  ind ica t ing  t h e  ure  t o  be made of the proceeds derived from any 

addi t iona l  k r r e  Tranractionu, and (iii) a t  k a r t  f i ve  (5) dry8 pr ior  t o  

- ~~ ~- - -  __ ~ 

c lor ing ,  n o t i f i c a t i o n  of any mater ia l  changer in the Leare l’ranaactibns 

ru thor i ted  by the Order. 

9 .  The r ecove rab i l i t y  of t h e  Company‘r leare payment8 under any 

addi t iona l  Leare Transaction8 w i l l  be decided in Docket l o .  0-1345-85-367. 

ORDEB - 
IT IS TEEREFORE OBDERED t ha t  t h i s  Commirrion hereby 

(i) confirm6 t h a t  t h e  Order au thor izer  Addit ional  k r r e  Tranract ionr;  

(ii) confirms t h a t  a l l  o ther  a r p e c t r  of the Order, including,  without 

l imi t a t ion ,  t he  l i m i t a t i o n s  and condi t ions,  au thor iza t ions ,  r t a t u t o r s  

f ind ings ,  and conclusions of law r e t  f o r t h  the re in ,  are 8ppliC8ble t c  

Additional Leace Tranractions.  

IT IS ?URTHER ORDERED t b a t ,  without l imi t ing  t h e  foregoing confirmotion, 

rpproval of the  Addit ional  Leare Tranractionu doer no t  c o n r t i t u t e  or h p l !  

rpproval or disrpprov81 by t h e  Commirrion of any p a r t i c u l a r  expendi ture  fo:  

purports of r r t r b l i r h i n g  j u s t  and rearonrble rater. 

e . .  

- 4 -  
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immediately. 

BY ORDER OF THE ARIZONA CORPORATION COPMISSION. 
L 

U IN YITNESS WHEREOF, I ,  JAMES WATTHEUS, 
E x e c u t i v e  S e c r e t a r y  of t h e  Ar izona  
Corporation ‘Commirrion, have hereunto r e t  my 
hand and cau8ed the o f f i c i a l  real of this 
Commission t o  be affixed at  the Capitol, i n  

of D d m  e 1986. 
t h e  C i t y  of Phoenix, t h i 8  ST‘ day 

JAMES MTTEEWS 
Executive Secretary F 

)I S SENT 
U f / r k s  

- 5 -  
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EXHIBIT F 

PROPOSED LANGUAGE FOR ORDER 

[Capitalized terms used in the paragraphs below and not otherwise defined are intended to have 
the meanings given in the Application.] 

IT IS THEREFORE ORDERED that the Company is hereby authorized (i) to issue, sell, 

and incur the Continuing Long-Term Debt and the Continuing Short-Term Debt, as such term is 

defined below, redeem, refinance, refund, renew, reissue, roll-over, repay, and re-borrow from 

time to time such Continuing Long-Term Debt and Continuing Short-Term Debt, and establish 

and amend the terms and provisions of long-term and short-term indebtedness from time to time, 

(ii) to determine the form of security, if any, for the Continuing Long-Term Debt and the 

Continuing Short-Term Debt, execute and deliver the Security Instruments, and establish and 

amend the terms and provisions of the Security Instruments, as may be deemed appropriate by 

the Company in connection with the Continuing Long-Term Debt and the Continuing Short- 

Term Debt, and (iii) to pay all related expenses, all as contemplated in the Application and by the 

exhibits and testimony presented during the hearing in this matter. 

IT IS FURTHER ORDERED that the Company is authorized to issue short-term debt at 

any time and from time to time (excluding current maturities of long-term debt) in an amount not 

to exceed 7% of the Company’s capitalization plus up to an additional $500 million for 

purchases of natural gas and power. (All short-term indebtedness outstanding on the date of this 

Order or hereafter issued or incurred pursuant to this paragraph is referred to as “Continuing 

Short-Term Debt.”) 
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~~ ~~~ 

IT IS FURTHER ORDERED that prior to the issuance or i n c u r r e n G v  ~ 

~ 

million of short-term debt relating to purchases of natural gas and power, the Company must 

have a Commission authorized adjustor mechanism for recovery of natural gas or power 

purchases and, if such mechanism is terminated, the authorization for the additional $500 million 

of short-term debt will terminate 12 months thereafter. 

IT IS FURTHER ORDERED that if all or a portion of the authorized short-term debt 

relating to natural gas and power purchases becomes classified as long-term debt because the 

amount remains outstanding for more than 12 months, such debt will continue to be counted as 

Continuing Short-Term Debt and need not be counted against the Continuing Long-Term Debt 

limit. 

IT IS FURTHER ORDERED that immediately subsequent to the issuance of any 

Continuing Long-Term Debt: 

(a) The Company must have a minimum common equity ratio of 40% (the “Common 

Equity Test”). For purposes of this test, the common equity ratio is calculated as common equity 

divided by the sum of such common equity and the Company’s long-term debt (including current 

maturities of long-term debt). The Common Equity Test will be calculated as of the end of the 

most recent calendar quarter prior to the date of calculation, adjusted to give effect to the 

issuance of any new indebtedness (including the proposed indebtedness for which the calculation 

is being made). 

(b) The Company’s debt service coverage ratio (“,,c”) must be equal to or greater 

than 1 .O. For purposes of this test, the DSC is calculated as operating income plus depreciation 

and amortization plus income tax, divided by interest on short-term and long-term debt, using the 

most recent audited financial statements adjusted to reflect the interest impact of changes to 
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outstanding debt to the date of calculation, calculated as the annualized interest at the actual 

interest rate on any new debt issued after the 12 month period covered by the applicable audited 

financial statements and remaining outstanding on the date of calculation and further including 

/ 

for purposes of this calculation, the annualized interest at the expected interest rate on the new 

long-term debt to be issued or incurred and for which the DSC calculation is being made. 

IT IS FURTHER ORDERED that changes in United States generally accepted 

accounting principles (“GAAP”) or changes in the interpretation of GAAP (collectively, “GAAP 

Changes”) shall be treated as follows: 

(a) Any contract or other legally-binding arrangement to which the Company is a 

party as of the date of this Order (the “Existing Obligations”) will not be considered 

indebtedness for purposes of this Order, including the Continuing Long-Term Debt limit, the 

Continuing Short-Term Debt limit, the Common Equity Test, and the DSC, if the Existing 

Obligation was not considered indebtedness under GAAP as of the date of this Order, even if a 

GAAP Change subsequently occurs that results in an Existing Obligation being considered 

indebtedness. The Company will notify the Commission of any GAAP Change that results in an 

Existing Obligation being classified as indebtedness within 30 days after the Company files its 

Quarterly Report on Form 10-Q or its Annual Report on Form 10-K with the Securities and 

Exchange Commission following the end of the fiscal quarter in which such GAAP Change 

occurs (the “Notification Period”). 

(b) If7 after the date of this Order, the Company enters into a contract or other legally- 

binding arrangement that is not considered indebtedness under GAAP but subsequently is 

considered indebtedness because of a GAAP Change, the Company’s obligations under such 

contract or other legally-binding arrangement will not be considered indebtedness for purposes 

3 
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of this Order, including the Continuing Long-Term Debt limit, the Continuing Short-Term Debt 

limit, the Common Equity Test, and the DSC, until further Commission action if, within the 

Notification Period, the Company files an application with the Commission specifically 

requesting approval of such reclassified debt obligations. 

IT IS FURTHER ORDERED that the authorizations to incur short-term and long-term 

debt obligations provided in this Order shall replace all existing authorizations for the incurrence 

of short-term and long-term debt, and all such existing authorizations shall terminate upon the 

effective date of this Order. Notwithstanding the above, the Commission’s Decision No. 55 120 

(July 24, 1986) and Decision No. 55320 (December 5, 1986) (the “Sale-Leaseback 

Authorizations”) will remain in full force and effect. 

IT IS FURTHER ORDERED that the short-term and long-term debt levels authorized in 

this Order will terminate on December 3 1 , 2012, provided that all short-term and long-term debt 

outstanding at December 3 1 , 201 2 that was previously authorized pursuant to this Order shall 

remain authorized and valid obligations of the Company. The December 3 1 , 201 2 termination 

date will be extended until the Commission issues a new financing order replacing the then- 

existing order, provided that (a) the Company files an application for a new financing order on or 

before December 3 1,201 1 and (b) the Commission has not issued an order pursuant to such 

application on or before December 3 1,20 12. 

IT IS FURTHER ORDERED that on each occasion when the Company enters into a new 

long-term debt agreement, the Company must file with Docket Control a description of the 

transaction and a demonstration that the rates and terms are consistent with those generally 

available to comparable entities at the time. No such filing need be made for any such new long- 

4 
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term debtagreement notinvolving traditional indebtedness for borrowed money or that has a 

principal value of less than $5 million. 

IT IS FURTHER ORDERED that the Company is hereby authorized to sign and deliver 

such documents and to engage in such acts as are reasonably necessary to effectuate the 

authorizations granted hereinabove. 

IT IS FURTHER ORDERED that the purposes for which the proposed issuances of 

Continuing Long-Term Debt and the Continuing Short-Term Debt are herein authorized are to 

augment the funds available from all sources to finance the Company's construction, resource 

acquisition and maintenance programs, to redeem or retire outstanding securities, to repay or 

refund other outstanding long-term or short-term debt and to meet certain of the Company's 

working capital and other cash requirements. Such purposes are within those permitted by A.R.S. 

Section 301 and are permitted regardless of the extent to which they may be reasonably 

chargeable to operating expenses or to income. 

IT IS FURTHER ORDERED that Pinnacle West is hereby authorized under A.C.C. R14- 

2-803 to guarantee the Company's indebtedness from time to time in indeterminate amounts. 

The Company is hereby authorized to reimburse Pinnacle West for any amounts paid by Pinnacle 

West under any guarantee of the Company's debt from time to time, along with interest thereon 

to the date of reimbursement at a rate of interest not greater than the rate payable on the debt so 

guaranteed and paid by Pinnacle West. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

1879023 7 
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